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Terminology Department
Conducted by

the
the

Special Committee on Accounting Terminology of
American Institute of Accountants

The committee publishes in this issue of The Journal of Account
its tentative definition of “profit and loss statement” together with
some comments in relation thereto, references being made to similar or
related statements for purpose of comparison.
At the outset, attention is called to the confusion which exists as to
the use of the words “statement” and “account.” One of the most striking
examples is the profit and loss statement which is frequently designated
as the profit and loss account. The committee feels that the distinction
between the two words should be observed: the profit and loss account
properly describes the account in a ledger to which appropriate items are
posted, whereas the profit and loss statement reflects the analysis of such
an account which usually accompanies, and is complementary to, the balance
sheet. Even if the final balance is identical (adjustments may create a
difference), the arrangement and analysis of the items are markedly
different in most cases.
ancy

PROFIT AND LOSS STATEMENT:
A statement, prepared from the books and records of a going enterprise
conducted for profit, which assembles all the income and expenses or
profits and losses applicable to a stated period, the balance of the items
reflecting the net profit or loss as the case may be.
It may reflect operations recorded by either a double entry or single
entry system of bookkeeping, in the former case it is the concomitant of
a balance sheet and, in the latter case, the accompanying statement is
technically known as a “statement of assets and liabilities.”
It may reflect the operations of an individual, partnership, corporation
or association, and the term is usually confined to a statement prepared
from the accounts of a business wherein the investment or employment of
capital is essential to its proper conduct, the return upon capital, as shown
by the profit and loss statement, being, in most cases, the true measure of
success or failure. Accounting regulatory bodies have, however, prescribed
the term “income statement” for the operations of public utilities, though
the statement is frequently referred to as “earnings statement” or “operating
statement,” and in Great Britain, the term “revenue account” is used for
similar purposes.
The committee has not sufficiently complete data at hand to warrant
definite conclusions being drawn in respect to the titles of statements,
showing income and expenses, of corporations or other legal entities under
the jurisdiction of the insurance and banking laws of the several states or
of similar enterprises controlled by federal statutes and regulations. Suffice
it to say, that “income” is the title prescribed for insurance companies in
the state of New York and that the titles in the banking business vary
considerably, “statement of profits and expenses” being one of the
variations.

225

The Journal of Accountancy
A profit and loss statement may be sectionalized and this is a common
procedure in respect to the accounts of trading or manufacturing concerns,
the statement, in these cases, being designated frequently as “trading and
profit and loss statement” or “manufacturing and profit and loss statement.”
Sometimes the title “profit and loss and income statement” or “loss and
gain statement” is used, or some other combination of the foregoing
descriptive words. An example of extreme sectionalizing in a profit and
loss statement of a manufacturing corporation follows :
Section No. 1—Manufacturing.
Debited with inventory of raw material and work in process at begin
ning, raw material purchased less discounts, inward transportation charges,
productive labor and manufacturing overhead including depreciation.
Credited with inventory of raw material and work in process at end
and sale of by-product, ashes, steam, etc.
Balance designated as “cost of production” or “cost of manufacturing”
carried down to section No. 2.
Section No. 2—Finished Product.
Debited with inventory of finished product at beginning and warehouse
or storeroom expense (re storage of finished product).
Credited with inventory of finished product at end.
Balance designated as “cost of goods sold” carried down to section
No. 3.
Section No. 3—Trading.
Debited with salesmen’s salaries, commissions and expenses, outward
transportation charges, advertising, boxes and cases and miscellaneous
selling expenses.
Credited with sales less discounts, returns and allowances.
Balance designated as “gross profit” carried down to section No. 4.
Section No. 4—General.
Debited with general and administrative expenses and sundry losses
(e. g., bad debts; fire loss; shut-down expense).
Credited with miscellaneous operating income (e. g., rents from ope
rating property) and sundry profits (e. g., profit on sale of land not held
as investment).
Balance designated as “net operating profit” carried down to section
No. 5.
Section No. 5—Financial.
Debited with interest paid (or accrued), amortization of debt discount
and expense and loss on sale of investments.
Credited with miscellaneous interest received (or accrued), income
from investments (interest and dividends) and profit on sale of investments.
Balance designated as “net profit before charging federal income tax”
carried down to section No. 6.
Section No. 6—Federal Income Tax.
Debited with federal income tax (estimated or actual if known).
Balance designated as “net profit” carried down to section No. 7.
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Section No. 7—Distribution or Appropriation.
Debited with dividends paid or declared and surplus reserves (e. g.,
reserve for contingencies).
Balance designated as “unappropriated surplus” carried to surplus.
The foregoing, as previously stated, is merely an example of sectional
izing carried to extremes, there being no hard and fast rule covering the
method of stating such accounts. Sometimes the arrangement depends
upon the peculiar circumstances of a case in which it may be desirable to
stress a particular element or phase of a business, e. g., the accounts may
be stated in such a manner as to show results before and after providing
for depreciation or depletion (in a concern operating a wasting asset) and,
in the accounts of carriers by water, the profit or loss of each voyage may
be separately shown.
In many cases, where proper stores or stock accounts are kept,
“material used” is shown in the manufacturing section instead of the
inventories and purchases of raw material, and the difference between the
physical and book inventory, at inventory dates, is shown, if relatively
small, as a separate item or merged with the total of “material used.” If,
however, the difference is relatively large and the period of accumulation
is not wholly within the period for which the accounts are being stated, it
is usually excluded from the manufacturing section, frequently being written
off to surplus direct. If manufacturing material is used for purposes other
than manufacturing (e. g., for construction or repair work), the “material
used” method should of course be adopted.
The profit and loss statement of a trading or manufacturing concern
frequently is divided into two sections only (in trading accounts the manu
facturing element is of course non-existent), the balances showing respect
ively gross profit and net profit and sometimes the statement is not sec
tionalized at all, particularly when operations are on a very small scale, and
dividends paid or declared are frequently shown in a separate statement
of surplus, unless the authorizing resolution specifically directs that they
be paid out of, or charged to, current profits.
Some accountants differentiate in a profit and loss statement between
“cost of goods sold” and “cost of producing goods sold,” the former
including purchases plus or minus inventory differences and the latter
including the former plus wages and overhead and occasionally inventories
of finished product are included in the manufacturing section and the
balance designated as “cost of goods sold” instead of “cost of production”
or “cost of manufacturing,” but the committee believes this to be an
unscientific method of stating the accounts. “Cost of sales” is a term
commonly used synonymously with “cost of goods sold.”
“Cost of assembling” is a term sometimes used in a profit and loss
statement as descriptive of the cost of producing a finished article from
manufactured parts and “cost of production” is prescribed by accounting
regulatory bodies, or used by personal preference, in reference to the
accounts of concerns operating a wasting asset or producing a commodity
from natural elements. If concerns operating a wasting asset fabricate
the product, the cost thereof, including the cost of production (sometimes
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designated as “cost of product used”) usually bears the caption “cost of
manufacturing."
It is important to note that the word “cost” as used in the foregoing
captions, is a misnomer when inventories have been priced at market or at
any price other than cost (actual or estimated). This misuse of the word
may, however, be overcome by stating inventories at cost and the net
increment (writing up inventory values is not considered good accounting
practice except in rare cases) or decrement in value, in a subsequent section
of the profit and loss statement. This method is, however, rarely employed,
though it results in a clear statement of facts.
In some undertakings manufacturing large units under contract
requiring a long period of time for their completion (e.g., shipbuilding),
it is permissible, under certain conditions, to include a proportionate amount
of profit in the inventory value of work in process. In these cases the word
“cost” loses its significance entirely.
The profit or loss on sale of investments or of operating property is
frequently shown in a statement of surplus (even when not required by
accounting regulatory bodies) on the theory that a statement of current
operations, by whatever name called, should reflect the result of normal
activities and that the result of collateral undertakings or profits or losses
of an extraordinary nature (unless negligible in amount) should be excluded
therefrom.
Selling expenses may be shown in the general section of a profit and
loss statement rather than in the trading section, and some accountants
differentiate between “gross trading profit” and “net trading profit,” the
latter being arrived at after charging selling expenses thereto. It is still
a debatable point as to whether cash discounts taken and given should be
deducted from purchases and sales respectively, or whether they should be
treated as financial transactions and therefore excluded from the manu
facturing or trading section.
The two sides of a profit and loss statement may be designated as
“Debit” or “Dr.” and “Credit” or “Cr.” respectively and/or a differentiation
may be made by prefixing the prepositions “To” and “By” to each debit
and credit item respectively, or these designations may be omitted entirely.
Frequently the statement is prepared without debit and credit sides,
the same results being obtained by addition and deduction and the use of
inner columns for detail; in such cases, the chief source of income
(e. g., sales) is shown first, but apart from this, the rules of practice
governing sections apply, generally speaking, equally to sequence and
indention. The “income statement” of public utilities is always prepared,
by prescribed regulation, on the addition and deduction plan and the
designations of the interim balances vary considerably, though qualifications
of the words “revenue” and “income” are chiefly in use.
In short, there are many variations of the foregoing example of a
sectionalized profit and loss statement and many debatable points, but the
important thing in connection with a profit and loss statement is that it be
prepared with due regard to the nature of the business, in such detail as
appears to be required (“condensed” may be prefixed to the title when but
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little detail is shown) and on the same basis, as far as possible, for suc
ceeding periods. By following the latter rule, comparative figures, which
are in fact comparable, will be readily available to those entitled to the
information, a “comparative profit and loss statement” being frequently
prepared with that end in view.
A profit and loss statement is frequently prepared to show transactions,
with the public, of a holding company and its subsidiaries (inter-company
transactions being eliminated) : in these cases, the word “consolidated” is
usually prefixed to the title, less frequently, the word “general” or
“combined,” and sometimes “general” is added to one of the other words
for good measure, no other purpose being served thereby. The committee
believes that the word “general” should be omitted from the title in all
cases, as it does not convey a definite meaning.
In many public utility accounting classifications the prescribed “profit
and loss account” is, in fact, a statement of surplus for the period and
includes the following items, in addition to the balance at beginning and
end and the amount transferred from the “income statement”: overlapping
items designated as delayed income debits and credits; unrefundable over
charges ; profit and loss on real property and equipment sold; debt and
stock discount extinguished through surplus; appropriations of surplus for
various purposes, including the payment of dividends; and other items not
applicable to current operations under the accounting rules in force.
A statement of operations of an undertaking not conducted for profit
is usually designated as an “income and expenditure (or expense) state
ment” or merely “income statement” and sometimes the term “operating
statement” is used in reference to the accounts of clubs and similar
activities, but, whatever the exact title, the words “profit,” “gain” and “loss”
should always be omitted therefrom.
The term “income statement” or “income and expenditure (or expense)
statement” is also used in reference to the accounts of professional and
other activities conducted as a means of livelihood, wherein gross income
is derived, almost wholly, from the efforts of an individual or individuals
whose accounts are being stated and wherein the capital employed is but
a negligible factor.
The line of demarcation between a “profit and loss statement” and an
“income statement” (as described in the foregoing paragraph) is not,
however, clear cut and practice is not uniform in the matter.
The income and expenses of a solvent concern whose affairs are being
wound up may be shown in opposite sections of a realization and liquida
tion statement, the sections being sometimes designated as “supplementary
debits” (or charges) and “supplementary credits” respectively, accom
panied by a trustee’s cash statement and a balance sheet (or statement of
assets and liabilities).
The income and expenses of an insolvent concern in liquidation may be
shown in opposite sections of a deficiency account (or the net result in
one or other section), accompanied by a statement of affairs. These are the
statements prescribed by the laws of Great Britain in the bankruptcy act
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of 1914, but companies registered under the companies acts, 1908 to 1917,
cannot be made bankrupt, but must be “wound up.”
The bankruptcy law of the United States does not provide for a state
ment of affairs and deficiency account (the law specifically excludes muni
cipal, railroad, insurance and banking corporations from the benefits of its
provisions), but such statements are frequently prepared from the accounts
of insolvent concerns whether bankrupt or not, in addition to, or in lieu of,
the forms prescribed by the bankruptcy law.
The operations of insolvent concerns whose affairs are in the hands of
trustees or receivers may be continued on a normal or restricted scale by
permission of creditors or by direction of the court. In either of these
events, the titles of the various financial statements, including the statement
of current operations (profit and loss; income; etc.), do not differ from
those prepared from the accounts of solvent going concerns, except that
the word “trustee’s” or “receiver’s” may be, and preferably is, prefixed to
each title, though public utility accounting classifications do not provide
for such contingencies.
Communications may be addressed to any one of the undersigned.
Edward H. Moeran, chairman,
120 Broadway, New York.
Walter Mucklow,
420 Hill building, Jacksonville, Florida.

J. Hugh Jackson,
56 Pine street, New York.

George T. Rosson, W. K. Smith and V. R. Pritchard announce the
dissolution of the firm of Rosson, Smith & Pritchard, Mobile, Alabama.
George T. Rosson and Walter K. Smith announce the formation of a
partnership under the firm name of Rosson & Smith with offices at 317
and 319 City Bank building, Mobile, Alabama.
William C. Etgen and Harold S. Meinhardt announce the formation
of a partnership under the firm name of Etgen & Meinhardt with offices
at 305 Broadway, New York.
Roy V. Harrington and H. Nichols announce the formation of a part
nership under the firm name of Harrington & Nichols, with offices at 110
West 40th street, New York.

Henry Varay and Otto F. Taylor announce the formation of a part
nership under the firm name of Taylor & Varay with offices at 50 Broad
street, New York.
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